SB 07 and HB 4572 implications for self-insured community colleges
Dr. David M. Mathews, President, Southwestern Michigan College
dmathews@swmich.edu

cell: 269 470-9969
May 31, 2011

Background. First, let me say that I support the proposition that taxpayers should not be paying 100% or 95%
or 90% or even 85% of the cost of providing healthcare to public sector employees. | also strongly believe that,
in addition to the question of who pays what percentage, public employers must rise to the challenge of
containing overall healthcare expenditures.

systematically addressed both of these issues. SMC has increased the portion of healthcare costs that employees
pay. Currently, as a group, our employees pay 23-24% of the total cost of their healthcare each year.

self-funded rather than fully insured. We have crafted a plan with relatively large co-pays ($40 name brand RX)
and relatively high out of pocket maximums. This has allowed us to keep the monthly contribution lower for
employees, and to incentivize employee participation in our “standard” rather than “premier” plan.

SMC’s strategy of structuring insurance benefits so that employees pay more at the point of usage is the RIGHT
strategy according to the expert healthcare consultants that we have engaged in this process. This structure has
less of the dollars being paid to healthcare through the third party, and more of the dollars directly from the
employees — a critical factor in controlling healthcare costs.

The Fundamental Problem with SB 07. Even though SMC employees pay in total well over 20% of the total
cost of their healthcare, SMC WOULD NOT be in compliance with the current version of SB 07. As currently
written, SB 07 specifically precludes counting the dollars spent by employees at the point of usage as part of
their contribution. It would therefore penalize those colleges such as SMC that have done the right thing, and
would dis-incentivize passing costs of using healthcare services directly to the employees.

* Allow Michigan Community Colleges to “opt out” of this requirement by a 2/3 vote of the Board. It is
the position of SMC that the Michigan Constitution clearly vests supervision and control of community
colleges with the locally elected boards. Article VIIL, Section 7 of the Constitution states “The
legislature shall provide by law for the establishment and financial support of public community and
Junior colleges which shall be supervised and controlled by locally elected boards.” Pay and benefits
are issues of supervision and control.



because it solves the fundamental problem and doesn’t raise the possibility of a constitutional legal challenge to
SB 07 by one or more community colleges.

There are at least two additional problems with SB 07 that also must be addressed. First, as written, it
appears that SB 07 would mandate a change in health insurance plans effective January 1, 2012 unless a
collective bargaining agreement is currently in place. As written, this would require non-unionized institutions
like SMC to change mid-plan year. This would be highly disruptive at best, and completely unworkable at
worst.

Second, the provision in SB 07 that “... a public employer that offers a medical benefit plan that includes a
health savings account as permitted in section 223 of the internal revenue code of 1986, 26 USC 223, shall
increase the amount it pays toward the annual total cost of an employee's or public official's medical benefit
plan by an amount equivalent to the amount the employee or public official contributes to the health savings
account, and that increase shall be excluded from the maximum public employer expenditure otherwise
permitted under this section.” appears to burden the employer with matching any amount of employee
contribution toward the HSA. This appears entirely inconsistent with the intent of the overall bill, and would
introduce a new, uncontrolled, cost for public employers.

With regard to HB 4572, there are three issues. First, because SMC has aggressively controlled costs, we are
very near the $5,000 individual and $10,000 two-person employer expenditures set forth in the bill. However,
full-family coverage under ANY plan is 3 times the individual rate, so the hard cap of $13,000 appears
arbitrarily low. If this hard cap for families were at $15,000 then these limits of SK-10K-15K would closely
align with the employer costs of our aggressively managed plan where employees do pay 23-24% of total
healthcare costs when all out of pocket costs are considered.

Second, and more problematic, is the mechanism for annually adjusting these hard caps. HB 4572
fundamentally ties increases in these caps to the Consumer Price Index (CPI). As you are aware, healthcare
costs nationally have been increasing at double digits annually even though the CPI changes have ranged from -
0.4 to +3.8 percent annually for the last decade. Insurance experts predict that for 2011 healthcare costs will
increase between 9 and 11 percent. Unless the goal is to effectively annually increase the percentage of
healthcare costs paid by employees forever, this adjustment mechanism would have to be indexed by something
other than the CPL

Finally, Sec. 9 of HB 4572 states “The requirements of section 5 apply to all public employees to the greatest
extent consistent with constitutionally allocated powers.” This explicitly raises the constitutional issue
regarding community college supervision and control. Again, it is the position of Southwestern Michigan
College that Michigan’s Constitution is clear in granting both “supervision” and “control” to locally elected
governing boards, and that issues of pay and benefits therefore fall under the jurisdiction of the locally elected
board.

In summary, it is obvious that public employers have the responsibility to control overall health care
expenditures, and to also ensure that their employees are paying their “fair” share. Southwestern Michigan
College has done both of these things. It is my hope that any legislation that forces public employers to follow a
similar path will not penalize organizations that have already accomplished this goal, will recognize employee’s
payment for services as part of their contributions, will recognize the complexities associated with this issue,
and will acknowledge the authority of locally elected community college boards as set forth in the Michigan
Constitution.
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